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Heitman Canadian 
Realty Investors, 


A Real Estate 
Investment Trust 


What is a REIT? 


Real Estate Investment Trust (REIT) describes a 
relatively new type of investment vehicle in Canada, 
designed to provide individuals and institutions 
with the opportunity to invest in a diversified 
portfolio of mortgages and real estate. Beneficial 
ownership is expressed in issued and outstanding 
“units” which are transferrable in the hands of 
unitholders. A Real Estate Investment Trust is 
operated under the criteria and conditions of 
various governmental agencies. 


Heitman Canadian Realty Investors is an 
unincorporated real estate investment trust created 
under the laws of the Province of Ontario. Its units 
and warrants are listed for trading on The Toronto 
and Montreal stock exchanges. The Trust 
commenced operation on April 10, 1973 after the 
issuance of 3,000,000 units and warrants to 
purchase an additional 2,000,000 units. 


What type of investments does the Trust make? 


The Trust invests in mortgages and income 
producing real estate as detailed in the 
Commitments by Investment Category listing in this 
report. The Trust will invest at least 50 per cent of 
the book value of its total assets in a combination 
of NHA insured mortgages, conventional first 
mortgages (up to 75 per cent of appraised value), 
cash and investments issued or guaranteed by a 
Canadian Chartered Bank or Trust Company to 
qualify for maximum leverage allowed under 
Current criteria. 


How is the Trust financed? 


In addition to the proceeds of the issuance of units 
and warrants in 1973, HCR Realty Limited, a 
borrowing agent for the Trust, issued $25 million of 
convertible participating subordinated debentures 
and loaned the proceeds to the Trust for 
re-investment. In addition, confirmed bank lines of 
credit have been arranged in the amount 

of $35,000,000. 


What is the Trust’s dividend policy? 


As a result of qualifying as a unit investment trust 
under Canadian Tax laws, the Trust will distribute 
all of its net income annually to unitholders in the 
form of dividends. Since the Trust has no tax 
liability by reason of its dividend policy, income 
from dividends is fully taxable in the hands of 
unitholders either as interest income or as net 
realized capital gain. 


How does the Trust operate? 


Under criteria of government agencies, the 

Trust invests funds on behalf of unitholders to 
achieve a portfolio of diversified mortgages and 
real estate holdings which, through professional 
management and leverage can provide the 

investor with greater liquidity and investment return 
than is usually possible through a direct mortgage 
holding. The Trust also is permitted, under specific 
Criteria, to improve earnings through debt leverage 
as well as equity leverage. 


Who directs the Trust? 


The Trust is directed by fifteen elected Trustees 
noted for their expertise, particularly in real estate 
and finance. The Trustees form the decision- 
making body of the Trust and contract for the 
services of the adviser to transact day-to-day 
operations. 


Who is HCR Adviser Ltd.? 


An important member of The Heitman Group, 

HCR Adviser Ltd. was the sponsor and is contractual 
adviser of the Trust. Its staff provides the 
professional expertise that the Trust requires to 
meet its objective. The adviser reviews investment 
opportunities; presents qualified applications to 
the Investment Committee of the Board of Trustees; 
provides the Trust with financial advice; controls 
liability and asset management; administers loans; 
maintains the books and records; and administers 
and conducts the business operations of the Trust. 
The adviser’s fees are approved by governmental 
agencies. 


What type of investments does the Trust make? 


The Trust invests in mortgages and income 
producing real estate as detailed in the 
Commitments by Investment Category listing in this 
report. The Trust will invest at least 50 per cent of 
the book value of its total assets in a combination 
of NHA insured mortgages, conventional first 
mortgages (up to 75 per cent of appraised value), 
cash and investments issued or guaranteed by a 
Canadian Chartered Bank or Trust Company to 
qualify for maximum leverage allowed under 
current criteria. 


How is the Trust financed? 


In addition to the proceeds of the issuance of units 
and warrants in 1973, HCR Realty Limited, a 
borrowing agent for the Trust, issued $25 million of 
convertible participating subordinated debentures 
and loaned the proceeds to the Trust for 
re-investment. In addition, confirmed bank lines of 
credit have been arranged in the amount 

of $35,000,000. 


To the Unitholders: 


We are pleased to submit the first year-end report 
of Heitman Canadian Realty Investors from the 
date of commencement of operations on April 10, 
1973 to December 31, 1973, a period of 8% months. 


From an initial investment commitment of 
$23,000,000 at April 10th, the commitment portfolio 
of your Trust had grown by year-end to $85,000,000, 
including stand-by loans and currently is in excess 
of $100,000,000. Diversification of the Trust’s 
portfolio as to types of loans, yields, maturities and 
locations has enabled unitholders to invest in a wide 
range of Canadian real estate via a transferrable 
unit. Through the portfolio’s professional 
management and leverage potential, investors have 
the possibility of improving upon liquidity and 
reducing some of the risk factors normally present 
in real estate financing. 


At year-end, approximately $30,205,000 of loan 
commitments had been funded. During the period, 
the estimated weighted average yield of the loan 
commitments increased from an initial 9.4 per cent 
to 10.2 per cent. 


For the 8% months ended December 31, 1973, 
the Trust generated net earnings of $1,404,194, or 
primary earnings of approximately 47 cents per 
unit. 


The Trust paid an initial dividend of 9 cents per 
unit on September 30, 1973, and 16 cents per unit 


on December 17, 1973. A further dividend of 21.8 
cents per unit was paid to unitholders of record as 
of December 31, 1973. Thus, the entire net earnings 
of the Trust for the period were distributed to the 
unitholders. 


The Trust is indebted to the members of its Board 

of Trustees whose knowledge and background in 
the real estate industry and the Canadian business 
community have been brought to bear on the 
decisions respecting the Trust’s investment 
portfolio. The Trustees have developed an insight 
and expertise in implementing our investment policy 
and reviewing our operations that should enure to 
the benefits of all unitholders. 


The objective of a real estate investment trust is to 
generate satisfactory earnings by employing its 
funds within the limits of acceptable investment 
risk. The management of your Trust will continue to 
work towards this objective through aggressive 
investment in Canadian real estate, use of leverage, 
and expansion of the Trust’s capital base. 


—PPrtetn 


Norman Perlmutter 
Chairman of the Board 


April 8, 1974 


The growth of Heitman 
Canadian Realty 
Investors is due ina 
large part to the expertise 
and efforts of the staff of 
HCR Adviser Ltd., the 
adviser to the Trust. 


HCR Adviser Ltd. is 
extremely well staffed 
to carry out its functions 
in the formulation and 
implementation of the investment objective of 
Heitman Canadian Realty Investors. 


S. Robert Rudd President 


Your Trust receives nearly all of its investment 
opportunities from Heitman Financial Services 
Limited. This mortgage broker is the Canadian 
affiliate of one of North America’s largest originators 
of financing for commercial real estate which last 
year had originations of approximately $700,000,000. 
Heitman Financial Services Limited, part of 

The Heitman Group, has production centres in 
Toronto, Ontario; Vancouver, British Columbia and 
Montreal, Quebec. While their originations serve a 
number of financial institutions, the Trust has a right 
of first refusal on all Heitman Financial Services 
Limited Canadian real estate financing transactions 
to the extent of $2,500,000 on each transaction. 


HCR Adviser Ltd. 
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Your Trust’s investment commitments are 
represented by several types of property in many 
areas of Canada. This diversity reflects the ability 
of the Trust to take advantage of various sectors 
of the real estate market. 


Type Of COMMERCIAL & SHOPPING CENTRES 
Property $23,600,000 


As of December 31, 1973 


INDUSTRIAL PARKS & BUILDINGS 
$23,159,953 


APARTMENT PROJECTS 
$16,755,160 


OFFICE BUILDINGS 
$12,162,150 


HOTELS 
$9,476,703 
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$33,699,110 


39.6% 


As of December 31, 1973 


ONTARIO 
$31 


304,464 


8$% 


56. 


13. 


BRITISH COLUMBIA 
$11,474,400 


5% 


Interim First Mortgage Construction Loans: 

generally finance the construction of income-producing prop- 
erties such as shopping centres, hotels, apartment buildings and 
office and industrial buildings, and in some instances, the acqui- 
sition of sites for such properties. Construction loans will be 
made, in most cases, after a take-out commitment has been 


obtained from the Trust or another lender. 


$22,734,968 


Short-Term and Intermediate-Term First Mortgage Loans: 

are generally made to enable the owner of completed or sub- 
stantially completed income-producing property to defer accept- 
ing long-term financing for a project in order to secure more 
favourable long-term mortgage terms at a later date. Short-term 
loans are generally for terms of three months to three years, 
while intermediate-term loans are generally for terms of three 
to seven years and may provide for partial amortization of prin- 
cipal during the term. 


Long-Term First Mortgage Loans: 

may have maturities ranging from 7 to 40 years and are secured 
by mortgages on completed income-producing properties. Cus- 
tomarily, the outstanding balances of such loans are reduced 
by periodic level payments of blended principal and interest. 
These loans may be insured by governmental agencies. 


First Mortgage Development Loans: 

are normally used to finance the acquisition of land and the in- 
stallation and construction thereon of roads, drainage and 
sewage systems, utilities, recreational facilities and similar im- 
provements. The term of any development loan made or acquired 
by the Trust will not usually exceed five years. 


15,355,120 


37,993,878 


2,220,000 


Purchase and Leaseback Financing: 

involves the purchase of income-producing real property and 
the concurrent leasing of such property. Lease terms may pro- 
vide for a basic fixed rental plus additional payments based 
upon other considerations. 

Junior Mortgage Loans: 

are loans which are junior in security to first mortgage loans. 
They usually have higher yields because greater risks are 
involved. 


1,850,000 


Real Estate Equity Investments: 


are investments, either directly in income-producing property or 
through the purchase of stock or other ownership interests in 
companies or other entities formed to hold a particular property. 
Such investments will normally be subject to mortgage liens 
having priority over the equity interest of the Trust. Investments 
of this type may not exceed 20% of the aggregate book value 
of all of the Trust’s assets. 


TOTAL 


Standby Commitments and Gap Loan Commitments: 

a standby commitment is an undertaking or agreement to make 
a mortgage loan at a future date upon terms which generally 
are such that neither the lender nor the borrower anticipates the 
exercise of the commitment, although the lender must be pre- 
pared to make the loan if called upon. A gap loan commitment 
is an undertaking or agreement to make a future mortgage loan 
if the borrower is unable to meet specified conditions necessary 
to take down the full amount of a mortgage loan from another 
lender. Neither the Trust nor the borrower anticipates the exer- 
cise of the commitment. The Trust normally receives a fee for 
issuing either type of commitment. 


GRAND TOTAL 


$80,153,966 
5,000,000 


$85,153,966 


28.4 $ 8,463,320 
19.2 12,947,665 
47.3 6,573,879 
2.8 2,220,000 
2.3 = 
100.0 $30,204,864 
100.0 $30,204,864 


Heitman Canadian Realty Investors 


ASSETS 
CASH (Note D) $ 1,536,677 
MARKETABLE SECURITIES—at cost 

which approximates market (Note E) 20,761,603 

MORTGAGE LOANS RECEIVABLE—net of allowance 
for possible loan losses of $74,000 (Note F) 30,130,864 
INTEREST RECEIVABLE—loans 303,539 
INTEREST RECEIVABLE—other 451,818 
ORGANIZATION EXPENSES 43,720 
OTHER ASSETS 470 
$53,228,691 

LIABILITIES 
ACCRUED INTEREST PAYABLE $ 273,246 
ACCOUNTS PAYABLE AND ACCRUED EXPENSES 148,997 
DIVIDENDS PAYABLE (Notes B and N) 654,194 
REFUNDABLE COMMITMENT FEES 153,200 
UNEARNED INTEREST INCOME 55,899 
1,285,586 
1973 PARTICIPATING SUBORDINATED NOTE (Note G) 25,000,000 
UNITHOLDERS’ EQUITY 

TRUST UNITS (3,000,000 outstanding) (Notes |, J and K) 26,943,105 
$53,228,691 


On behalf of the Trustees: 


Norman Perlmutter, Trustee 
John P. Robarts, Trustee 
David Kinnear, Trustee 


See notes to financial statements. 


Heitman Canadian Realty Investors 


INCOME: 
Interest on mortgage loans (Note B) $1,279,385 
Interest on marketable securities and deposits 1,688,936 
Commitment and stand-by fees 165,941 
TOTAL INCOME 3,134,262 
EXPENSES: 
Bank commitment fees and interest tt2s286 
Management fees (Note C) 96,103 
Provision for possible loan losses (Note B) 74,000 
Trustees’ compensation and expenses 43,350 
Transfer Agent and Registrar fees 22,000 
Legal and audit 40,000 
Other 83,997 
TOTAL EXPENSES 471,736 
INCOME BEFORE INTEREST ON PARTICIPATING NOTE 2,662,526 
Interest on participating note (Note G) 208,502 
NET EARNINGS 1,404,194 
DIVIDENDS (Notes B and N) 1,404,194 
UNDISTRIBUTED EARNINGS ————— 
EARNINGS PER TRUST UNIT (Note M) $.468 
DIVIDENDS DECLARED PER TRUST UNIT $.468 


See notes to financial statements. 


Heitman Canadian Realty Investors 


SOURCE OF FUNDS: 
Net earnings 
Add 
Provision for possible loan loss 


Proceeds from sale of Trust Units, 
net of applicable expenses 
Proceeds from issuance of 1973 
Participating Subordinated Note 
Collection of principal on mortgage loans 
Increase in other liabilities 


TOTAL FUNDS PROVIDED 
APPLICATION OF FUNDS: 


Disbursements of principal on mortgage loans 


Increase in interest receivable 
Increase in other assets 
Dividends declared 


TOTAL FUNDS APPLIED 
INCREASE IN CASH AND MARKETABLE 


SECURITIES 
CASH ON HAND AT BEGINNING OF PERIOD 


CASH AND MARKETABLE SECURITIES 
AT END OF PERIOD 


$ 1,404,194 


74,000 
1,478,194 


26,943,004 


25,000,000 
506,440 
1,285,586 


55,213,224 


See notes to financial statements. 


30,711,304 
755,357 
44,189 
1,404,194 


32,915,044 


22,298,180 
100 


$22,298,280 


Heitman Canadian Realty Investors 


A. Organization: 


The Trust is an unincorporated investment trust 
created pursuant to a Declaration of Trust made in 
Toronto, Ontario and dated January 31, 1973, 
amended March 15, 1973. The Trust had no trans- 
actions until April 10, 1973 when operations began 
with the receipt of the net proceeds from the public 
sale of 3,000,000 Trust Units and issuance of the 
1973 Participating Subordinated Note. 


B. Summary of Significant Accounting Policies: 


1. The Trust has assumed the underwriting dis- 
count and expenses relating to the issue of 
$25,000,000 Convertible Participating Subordi- 
nated Debentures 1973 Series of HCR Realty 
Limited (the proceeds of which were used to 
purchase the 1973 Participating Subordinated 
Note of the Trust). The expenses relating to the 
issuance of the $25,000,000 Convertible Partici- 
pating Subordinated Debentures 1973 Series of 
HCR Realty Limited and the expenses relating 
to the issuance of $30,000,000 of Trust Units, 
aggregating $3,056,895, have been charged di- 
rectly to Unitholders’ Equity as a financing cost. 


2. Organization expenses related to the formation 
of the Trust have been capitalized and are not 
being amortized. 


3. Interest income on outstanding loans is recorded 
at the interest rate in effect for the period. 


4. Non-refundable commitment fees are taken into 
income when the fees are received. 


5. The Trust provides for possible loan losses at 
the rate of 5% of net earnings before provision 
for loan losses. 


6. The policy of the Trust is to operate in such a 
manner as to qualify under Section 108(2)(b) of 
the Income Tax Act as a “unit trust.’’ In any 
taxation year in which the Trust’s assets, income 
and number of Unitholders qualify under this 
section, and when its net taxable income has 


been distributed to its Unitholders as a taxable 
dividend, the Trust is not subject to income tax. 
Accordingly, no provision for income taxes has 
been made. 


7. Assets in United States dollars have been con- 
verted to Canadian dollars at par, which approxi- 
mates the rate in effect at December 31, 1973. 


C. Management Agreement: 

The Trust has entered into a non-assignable ad- 
visory contract with HCR Adviser Ltd. for the latter’s 
services as adviser and manager of the Trust. The 
initial term of the contract is three years and there- 
after may be renewed for a term of either one or 
two years. For such services the adviser receives 
compensation at the monthly rate of 1/10 of 1% of 
the average monthly invested assets of the Trust 
during the preceding calendar month, plus 25% of 
the stand-by and gap commitment fees or fees for 
guaranteeing the indebtedness of others actually 
received by the Trust. These fees are subject to 
certain limitations based on other expenses in- 
curred by the Trust. 


D. Cash: 

Cash includes a $1,002,700 deposit in a United 
States bank account as a compensating balance 
in connection with a line of credit granted to the 
Trust. This deposit is non-interest bearing and is 
stated at the amount of Canadian dollars used to 
establish the deposit. 


E. Marketable Securities: 


These investments are stated at their cost which 
is not in excess of market value. The securities 
mature at intervals to November 25, 1974 and bear 
interest from 7.9% to 9.25%. All but approximately 
$7,000,000 is callable or saleable at the Trust’s 
option. 


F. Mortgage Loans Receivable and 

Loan Commitments Outstanding: 

A summary of loan transactions for the period is 
as follows: 


Loans Unfunded 

receivable commitments 
Beginning of period — —— 
Initial portfolio — 23,028,614 
New loans approved — 62,631,792 
Loans funded 30,711,304 (30,711,304) 
Principal repaid (506,440) = 
Balance December 31, 1973 $30,204,864 $54,949,102 


Mortgage loan balances and open loan commit- 
ments are summarized below: 


Estimated 
weighted 
average yield 
Type of on amount Amount Unfunded 
Commitment advanced advanced commitments Total 
Construction loans 
and progress 
payments 10.78%  $ 8,463,320 $14,271,648 $22,734,968 
Other first 
mortgage loans: 
Short-term 11.50 1,417,545 82,455 1,500,000 
Intermediate term 9.55 11,530,120 2,325,000 13,855,120 
Long-term 9.14 6,573;879 31,419,999 37,993/378 
Land development 13.00 2,220,000 — 2,220,000 
Junior mortgage — — 1,850,000 1,850,000 
Stand-by and gap — — 5,000,000 5,000,000 


10.15% $30,204,864 $54,949,102 $85,153,966 


G. 1973 Participating Subordinated Note: 


The 1973 Participating Subordinated Note, which 
matures on December 31, 1992, is unsecured and 
by its terms is declared subordinate in right of pay- 
ment to the prior payment in full of all Senior In- 
debtedness of the Trust and to the guarantee of 
the Debenture by the Trust. Interest is payable 
semi-annually at a rate which is 1/100 of 1% higher, 
on an annual basis, than the fixed and participating 
interest payable on the Convertible Participating 
Subordinated Debentures 1973 Series of HCR Real- 
ty Limited. Interest payable on the Debentures is 
at a fixed rate of 5/2 % per annum plus participating 
interest in respect of each calendar year sufficient 
to increase the return on the outstanding Deben- 
tures to a rate equal to %2 of 1% greater than the 
rate of return (up to a maximum of 10% per annum) 
payable by way of dividends in respect of such cal- 


endar year to holders of outstanding Trust Units 
calculated on the basis of the Average Issue Price 
of such outstanding Trust Units. 


The Trust has the right to require HCR Realty Lim- 
ited to give the Trust credit against the Note in 
part from time to time in amounts equal to the prin- 
cipal amount of its Debentures being surrendered 
for cancellation on exchange for Trust Units. The 
Trust also has the right to prepay all or part of the 
Note as may be required for redemption or on open 
market purchase of Debentures by HCR Realty Lim- 
ited, as may be directed by the Trust. 


H. Lines of Credit: 


The Trust has available a $25,000,000 revolving line 
of credit from a Canadian chartered bank. Under 
such line of credit, the Trust pays a monthly fee 
calculated at the rate of % of 1% per annum, 
whether or not used. In addition, compensating bal- 
ances equal to 5% of the Trust’s average monthly 
borrowing will be maintained. Interest is payable 
on all money advanced at the bank’s prime com- 
mercial rate plus % of 1% and such advances rank 
pari passu with all other Senior Indebtedness of 
the Trust. 


The Trust has also obtained a $10,000,000 U.S. line 
of credit from a United States bank. Under such line 
of credit, the Trust is required to maintain compen- 
sating balances equal to 10% of the line, whether 
used or not, and in addition must maintain addi- 
tional compensating balances equal to 10% of the 
Trust’s average monthly borrowings. Interest is 
payable on all money advanced at the bank’s prime 
commercial rate plus % of 1% and such advances 
will rank pari passu with all other Senior Indebted- 
ness of the Trust. 


At December 31, 1973 there were no borrowings 
outstanding against these lines of credit. 


I. Trust Units: 
The Trust has a single class of transferable, non- 
redeemable, Trust Units which may only be issued 


as fully paid. No more than 12,000,000 Trust Units 
may be issued without a resolution of the Trustees 
confirmed by the holders of the then outstanding 
Trust Units. Each Trust Unit represents a beneficial 
interest, ranking equally in all respects with each 
other outstanding Trust Unit, in dividends and other 
distributions, when and as declared, including the 
proceeds of liquidation of the Trust property. 


A total of 4,500,000 Trust Units has been reserved 
for issue upon exercise of Warrants and upon ex- 
change of Debentures (Note J and K). 


J. Trust Units Reserved for Warrants: 


Holders of Warrants of the Trust will be entitled 
from October 2, 1973 until April 30, 1976 inclusive 
to purchase one Trust Unit for each whole Warrant 
at a subscription price of $11.25 per Trust Unit and 
during the period May 1, 1976 to April 30, 1978 in- 
clusive to purchase one Trust Unit for each whole 
Warrant at a subscription price of $12.50 per Trust 
Unit. 2,000,000 Trust Units are reserved for issue 
upon exercise of Warrants. 


K. Trust Units Reserved for Debentures: 


The Debentures of HCR Realty Limited, due Decem- 
ber 31, 1992, issued in the principal amount of 
$25,000,000, are exchangeable, at the option of the 
holders up to the close of business of the Trustees 
on November 30, 1992 or, if called for redemption, 
up to the close of business of the Debenture Trustee 
on the day fixed for redemption, into fully-paid 
Trust Units on the basis of 100 Trust Units for each 
$1,000 principal amount of Debentures surrendered 
for exchange. 2,500,000 Trust Units are reserved 
for issue upon exchange of Debentures. 


L. Guarantee: 

The Trust has agreed to unconditionally guarantee 
the payment of principal of, and interest on, the 
$25,000,000 Debentures of HCR Realty Limited, 
which guarantee is not secured. 


M. Earnings Per Unit: 

The amount of primary earnings per Trust Unit is 
based on the weighted average number of Units 
outstanding during the period, which was 3,000,000 
Units. 


The issuance of Trust Units upon the exercise of 
outstanding Warrants and conversion of the Par- 
ticipating Note would not result in dilution to the 
primary earnings per Trust Unit. 


N. Dividends Declared: 

The Trust paid dividends of $.09 and $.16 per Trust 
Unit during the period and has declared a final 
dividend of $.218 per Trust Unit for the period. 


Auditors’ 
Report 


The Unitholders, 
Heitman Canadian Realty Investors. 


We have examined the balance sheet of Heitman 
Canadian Realty Investors as at December 31, 1973 
and the statements of earnings and undistributed 
earnings and changes in financial position for the 
period from April 10, 1973 (commencement of 
operations) to December 31, 1973. Our examination 
included a general review of the accounting 
procedures and such tests of accounting records 
and other supporting evidence as we considered 
necessary in the circumstances. 


In our opinion these financial statements present 
fairly the financial position of the Trust as at 
December 31, 1973 and the results of its operations 
and the changes in its financial position for the 
period then ended, in accordance with generally 
accepted accounting principles. 


tal, Coe a 


Chartered Accountants. 
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